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MEMORANDUM 1Ol Chiel, SB Division
THROUCGH . : Deputy Director for Plans

Report of Audit of Project ABRODUNAMIC

SUBECt
1 January 1969 Lo 31 December Loy

L. Al Lached is a copy of subject report. Please untbe

e ac Lion rocomnendad in paragraph b
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1| ts the findings d
This report presents the findings de- . . . .
1 “port presen neing . Project AERODYNAM LG
! | veloped from an audit, undertaken pur- L S S
H  cuant Lo Avadib Sl respongsibilitios
| . N . .
I ol aathorities sel forth in organlzn- §
i tion repudations. Unless otherwise in- 5
‘ dic~ted in the report, the audit in- i
,' el o review and appraisal of internal f
. control: and  procedures and such !
[ other audit processes, test checks and i
- wenidication of accounts, assets and For the period:
ootransactions as o were considered ap- - - '
, : L proprinte sod frnnslstvnt wlth gcneral.ly From _ ) 1 r_»F:mn ary LYoy
4 P aceeptod andit standards in the cir- o T T T m e e e
1 | cumstances, Through _ 31 Decoember 1909 0 ¢
¥, i ; ~ - )
} i The ubjective; of the audit were to _
3 II deternnne for manapement whether .‘
% ; : (1) Adequale controls and pro- ! ] :
z ! cedures have been established s F
N f and e being applied effec- / N e
¢ l tively to safeguard orpganiza- Ahiel, Group PV awdit seal ! '
E ;[ Lion resources  and  assure - T H
‘ ’ that resources are used only — [ 3
! | for approved and legal pur- e . : : Cd
b i poses, and S o . S 3
| . , Date M Jwee 10voo
| Coeh Activities are being con- . . _
: | ducted  ceonomically,  effi- ‘ 3
: ’ caenatly wnd in conformance
; viath o policy  determinations
n andl direelives, This report consists of h pageis). p
0
!
{ S E
:‘.mamrm'rmu-—:w. TRCTRITVL T T Y a.

e o

e

SECRET
(When Filled In)

iy
4
%

o

it




RN

4/_,\\. : . . N . ,_‘ i~} .‘..,, ‘ L - /_.-o\‘ P i
o - \,‘.‘\_L_.] { ™
RLEPORT OF AUDLY
Project ALRODYNAMIC .

‘ For the Period
Iodanuary 1969 to 31 December 1909

BACKGROUND

1. Subsidy Project AERODYNAMIC' consists of (1) an

“Apcncy-owned corporation AETENURE which is a WOLADY bascd

cmipree poliltical proup organized as o commercial taxable
enterprise ostensibly: servicing contracts for unspecilied
uscrs and (2) a Munich group, ABRTERRACE which since the
MIDOWEL incident oripinates most of the project publical ions
abroad. Phe project provides for the oxploitation and
crpanraon ol an anbi-Soviet reststance movemenh tiieos b
publications and l'hr}m;;h contacts wilh Sovicet citiveis.

Jo o onre audit dncluded an eXaminalion ol the vkl EsURE
cover company Linancial records, procedurces, and controls
and a review of related Headquarter's records, contr.ois and
procedures.  PFor sccurity reasons we dad not andat the '
iapendibures o AETERRACE -and have relied on the oo
Obticer's knowledge of the operations and producticn ol
AUTERRACE fo determine that the expenditures appearcd .
vielid and reasonable.  1f Sc@.uri't’y permits, Division _
shonld cousider the desirability of acquiring o Corbilied
Pablic Accountant's (or Charterced Accountant '5) report
o this phase of Lhe project. :

SUMMARY -OF FINANCIAL INFORMAT TON

3. 'lhe Aucncy_invéstment in AETENURE at 31 December 19069
ttrt;LL‘xj(:f AETENURE recorded income and receipts Lroin
clients in the amount of $132,012 ol which $17,330 was B
Cicticious income, $28 was legitimutc iuncome and L

‘was funded by JKLANCE.  The expenscs totaled $138,763.

Addilionnd (inancind details are contaiued in Bxhiiats A
dind oot bached.s The Apency dnvesbment in ATFERICACE

A ecomber L0 LaolaTed .‘VQ - :] AV ERRACE roport od ncome
L nn9 ot wlxi.uhC_ _ ‘Julv;u.nr:(_-(l o e period
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o recetved during 1909) was funded by JKLANCIE, e o
ty

Deneen botaled SeT L 1o

SUMMARY OFF FINDINGS AND RECOMMENDAT LONS

d. Rechords, procedures and inlernal controls were
sabintiactory excoepl Lh@t certaan transaction:s coand Lhe
intornal oshninistration of Lthe project wecds o be bhe
docomentod. [t appears that the project has been
Funds for project expenses that should have been retai:
Cor or poid into the employces pénsion Lrust. More ~fiveoiio
From Headignarters on administrative malboers ts necded,
Rocommendat ions resulting Crom this audit are summoar i ed
Prolow aund detadled in the referenced paragraphs.

e
-

Monitor the cash position and the cexpendi--

P
Lures of the cover company to prevent the
projoct from over-expenditure o Toods.
Civvirapraph 3)

v iguidate the Tiability ol STo, 355 b Lhe

cmployects pension Lrust So o an Lo prenenl
ertoer tanancial posibion on Lhe Diononaial
Slabements ool the project o (Paragraphs 50

G ObLadn puidance to assist the emplovees
ol Lthe project in managing the Lrust
tund . (Paragraph 0)

o Provide new contracts ffor the project
Phat woubd better substantliale Lhe current
Canding ol the project.  (Parapraph /)

. Have project prepare letbers and docnmoents
Looandicate that all supporbing docmen it v
Lo the research (covert) expenditures on
Doeha bl ot Lhe ostensible clionts have hico
sent Lo Lthe client.  (Paragrcaph &)
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L. Give more direCtioh:tQ’fhe project on how
much profit or-loss the project should
reflect on its"recordsl¢ (Paragraph 9).

e D«tcrm1nc the Lontlnucd nCLeSSJty and
reason for the $6 000 yearly payment to
the \0dd of AEFLRRACE. ,(Pdraurdph 1.0)

h. (hlrpc”dll thkchpurchubc‘ to the advance
acpounts of the' omp]oyees, to be accountoed
For upon Lompletlon of travel :
(Par»”rdph 11) :

i. Have project OfflCJdJS executce overt
documents to authorlze the salaries of
project pe rsnnnel (Pqpagraph 12)

Tts Punds

project expenses. The aymentfofithls Liabilaty without

Cover Company has OvcrcYLgnded.

5. The ﬁrujcct rcCurdsxds Gf 31 December 1000 ref lect
A liability to the employces’ pen51on trust in the amount
ol $10,358 yet thedir cash p051t19n at that date was only 7
Sors. It appears the cover company has Deen wsing cash that -
should haver pone to the . employees: pension trust Cor olher -0

special funding will reduce the fuhds available for projed
expenses durang the’forthcomlng yedr buL prov1‘30n should
he made Lor its l1qu1dnt10n. RS '

Recommendation: We recommend that SB Diviéinn
<]<)w<1y monitor the: gash px351t10n and the

wpenditures of the! cover g(nnp‘UIy Lo prevent
l'n( urelove rv\jwmh turc offunds. We furthoer
recommend that the lidblllty Of FLOL35E be
Liquidated Lrom the proJegt,gccords by trans-
ferring the funds to the trust so - as to
present o better flnanclal p091tlon on the .
financiall statements of the project. In the
(uture the funds should be transicrred to the
trust on a regular ba51s.
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pugumcntutiun'Needed To

Bmployees Pension ‘I'rust Needs

Protessional Guidance'

6. The <mp1nycc' penslon fund as of 31 December 1969
reftects an HHfUdJl/Ud loss . of bo,/u on the $02, 508 Lhal
has bhoen nnvcstcd SIHLC 1961 dnd a. $]U,3J8 receivalle

frrom the project.: We feel more profes sionul guidance is

necded Lor the trust Wthh is: managed by the employces.

Lividence uf,thb i1s the. $lO 358 recc1v¢h1c which the Lrust

allowed Lo ¢guumulatc without: 1nv sting 1t an an income
producing bank account or. treasury note and the unrcalized
loss of $6,795 1in- the trust . after almost nine yeurs of
operation.  We do:not feel that the trust will adequately
provide For the (mployccs that are approaching retirement
age. he trust as it is now opcritcd will probably provide
Fump sum payments upon retirement. whercas investments B
providing o vnll;(]l.llj_y ;Zi|1<:()rn(§1114r)f)ilf i&grlfﬁ,r‘-nll'lil miprht b moy e

sutrbable.

Recomne 1u1111on' lVe reconmunul that 'SB Division
scek advice from: the OfflLC of Personnel in
managing the Lrust fund. G '

Substantiate lﬂrndirug'“f

7. (urrunlly Lhc prOJth Js rcg(1v1nu JRLANCE Lundiug“’
through two fL\vd-lcc Lontrdcts from Firms. provided by the:
Cenbral Cover Staflf. At the prnjt&t'm discretion Apongy
s are SU“EQ“JtUd_lHLU an anomc'dnd/ur a Liability
account (clicents funds) - Ostensibly the clients Lunds. ard
funds advanced by the cllent to-the project for rescarch =
work. Actually the prOJect uses th<sc funds to JuLump]thT
the coverlt activities of the: prOJC(i The (:vvd~1if~ E
conlracts provided by Lhc'cuver SLLIL (h)ln)l provide for
Lhe advance of funds for rcscarch work, nor is there any
olher ducumcntatlun to support the rec eipt of clicent's Iunds
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Headguarlers Direction Needed

For research. An ()UtoldC audlt from Internal Revenue or
Mow York mipht result dincan adjustment of the finds,
cunrrently recorded as a llablllty,to income. Such adjust-

ment might result inc addlthndl tax as well as questioning

of Lthe project's ()])ordtl(,)ns.;.;;

_Iégg_(_if‘[lﬁl]!_(‘f_l!_(__lzlL'i()]lv: riWe'récbmniéhd that new con-_
Lracts e provided that'would better
substantiate Lhc Lurrcut funding ol the

proje «,t : : '

prwnditurcs Aré Poorlz H

- the covert project éxpedScs totaling $30,800
(sce kxhibit B) which are-overtly. carriced on the projec t! b
records s research cxpcnses oanthlf of their clients,

arce o poorly supported.s o Tno any:'._-"nsl ances Lhe expo |Il|l|lll( _
Ls o supported. only by a cancelle rd 'check made¢ payable to an
indivadunl.. /\Lgountlngs often lack necessuary cpr'mdtlons
Lhiaot would be normal an’ husnwss practice. Pelty cash B
vonchers are poorly c,\p.I,LLLn‘Cd r_lngl somelimes nol sipned.

o
I

Recommendation: chchOmﬁcﬁd quarterly letters
e prepared to indicate tl‘i'z'lt"t'h(r project has
sent Lo dts client St.ltemént of 1ts ostensible
vescarch expense with all Sup)nn{lny Jdacimen L
Ii.iun. This m,;.;,ht keep UI’IW.LVL‘(..LI],) personnel J,r.nm
mternal Revenue, New York. State and City from
questioning the (,t)vcrt act1v1t1c of the project .
We further r(unnmcnd let ac,u)untm;vv bhe belter
documented with names, purposes and business
like (\plcmatumb and that the support to the
ostensable rescarch cxp_cnd.u.ture. be retaincd at
the project Cor Audit Staffirevicw.

T

9. The project decides when and how much of the Apency

Foods are Lo be applied to income and Liability and
catablishes o Ficticilous year cnd" receivable (o increase
Pla proflde to enable it to. rogul.ltg the amount of Tose o
profit oref Ic ‘L( cl on 11‘3 ru.onl.s. ' ‘
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!‘“rumm<1uth1on' We recommend that the SB
Division pive thc:project more direction on
how much profit or loss the project should -
show on their rccords each year.

10 ln<_ludcd in. rqnesentmhws chpvnsc is $o,000
patd Looan :ndlvrdu11 rcsmdlng\qn'Romc who wc'wur<'|1n<)mncd
heads AETERRACE.  Weo (()111([ ’ .'v:‘lu thority for thi:
payment and- could not’ dcterm ne WhaL services werc bvlng
provided by Lhis IIK11VJdlhlJ ()r'thtﬂ Ln,(N)U ])nychH he

receives cach years

Recommendations: We recommend that SU Division
determine the contlnued n808351ty and reason
for Lhis $6,000 ypirly,p

Lo Tickets purchased for-travel by project personnel
are charpged Lo (ﬁqjensczgat_ﬂjle tiﬁu2 ol purchasc.

_Kaguwléuﬂgiigﬂf"WC recommend “that at the
Came of purchase all tLCkcts hc'(hmrp(d Lo
the advance dccount <)f tl)e’,d}n)11 caable
individual until accountcd for upon,
ccompletion of th travcl

Laglmnunhlth>nﬁNCchd7InéPijéC‘
JELWMRUM)rizd'Salariésf

e We (uund nosanthority within the project that
colablishes th .mllric UrhdULUMCHLS Che ratses of prUJ(

personneld .

Recommendaltion: . We recommend that SB Division
have project officials CXecute overt documents
to anthorize the Salarles of plOJCCt personnci.




ALRODYNAMTC/AETENUR

Statement of I‘in'lnci;ﬂ Condition
1 January 1969 31 Dcccmbcr 1909

Cash oon hand, and in bank.. .. .. S P
Cash in unrecorded Switzerland - e ..
Fhvod assetls. oL, .. S $ l H? s
Loy s . . . . o
Acoumudated de Preei 1L Lun; ceeiaie e ____’_.l_.’,_().'ll.‘
])l'jlll)llb............,....--'.'.--.”-‘._J.»_-.."........i.:.
Tolal assels..... ..., TP
“Liabilities- >
e wuyd)]c...'..._."......_’.;'.._.'. e e R
Accountls payablee . oo eeiaoan e
Faployees pénsion pla.n payable e e c e
Pnves bwent , 1o January l‘)l)‘).... ol ‘- $oon, o0l
Advineeen rL(1IV(H lrom Ayvnuy.“ .. _Alh,nh0
N ' 181,101
Transfers 1() /\Ll 1L RRACL. R AN

. 0 l“]
N Locxpenses - J\hlblt B....‘ . _}‘i,/n\
Totai lutmlltl(s.....‘.h....f.‘ R R

ths amount’ of $u5 Olb rcfundcd
5Uhokannt to audlt daic

o/ to Agency

on overt records'
sLoc.k.....;

Recorded
(I;||) il .'Ll

n/ c
$20, 000
CLo,onn)
’-..’, O

17 ,3.51)

"l unt" [un(l‘:..v..._.
Accounts receivable.

Pius: Unrecorded SW1L/Lrland
DANK QCCOUNT e o v v diis s 0 v 0 o v s 0o o neeon ..

aucount.....,d...........

Lxhibit A

§
Ll/ 25, Ul O
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Lxhibit Bes

»AﬁRODYNAMIC/ALTENURE
Stattmcnt of th LKpCHbL ;
1 JJHUJ y 1969"':31 chcmbyx 1909

|

'AdMinisirat1Vc*-

Payroll and pclbonncl bencflLs. D00 -

. y o
VrHle........;..ﬁ.f..,.....;. L 455
RUSSNE . A5
e . , U560

Lgphonv..;ut.g;.,...jff
)‘JLIUHLIY and supplies, ..

Y T S AU SO S .. . B
;uukb.......;,.,.}f;, . o 2 753
Depreciation. . B .o B 513
Li”hL.......} e ele .o § 238
tntertainme nL. . 155

Miscelluancous.

Totlal udministrative,cxp nscb.v’ el doeie 0 TR107,93

Y

QUVuftﬂi

Reprosentalivess ooy H,008

B BT A hohi't
; L R T I e Sy 594
Phatocopying and duplic atlng 2,503
TNLCUVICWS e e v e e e il 2,173
Bulletin distribution. ..o, V775
Affiliated groups. ... o i .. VLT
Package madling program. .. .. IRV '
Boolt distribul ione . oa ... .- SRR
bl belin coste. ... .. S .. 585
A R T .. RS
14 ‘ Miscelloneous. oo e e, o /s
Folal covert project expenses............... RN 305800
T AT B L .. 138,791
I:“ . : i .
LS TUU LICOMU ¢ v v e vl e v o v e v o saee oo ae e s - C 28
LoeNpenses - hxhibit A..;.;..,L ........ el

i/ 1ntludcs $4b Ancadjustments on the
unre L()r(lcd SWJ s9 bank ccounlt.




_ Statémbhi st Lxpense

1 Jnhunfy11969

Mol expuenses (| e 1) .
lLesat o L ) . P
Covert expenses: recorded -as’ research
crpenses on behall of: clicnt..uves © $30,8140
JKLANCE funding recorded  astincome. . - Ho,000

B LA CaOUS TMCOME « e e e e e e e e s - e L7, 534

tank charpes on unrcecorded

Switzerland bank... P .’A'.v_. L'_."_.. K 40 .

i s

o
Liability in client's fundsJ... ..

Outlside tnecome .recorded  as-

Dol b e cover company - records

- 2t i

LR

ROy, SN 208 N

s eI

ecember 1oy

134,860
S 5,903




